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E.O. 11652: N/A 
TAGS: EFIN, EINV, IT 

SUBJECT: ALLEGED DO W-LF, PETIT FOREIGN EXCHANGE CONTROL VIOLATIONS 

REF: MILAN 0608 

1 . DOW CHEMICAL USA AND EUROPEAN HEADQUARTERS WEIGHED IN APRIL 6 ON 
THE ARREST AND JAILING ON APRIL 1 OF MANAGING DIRECTOR TITO 
MONTESSORI OF THEIR 80 PER CENT OWNED ITALIAN SUBSIDIARY GRUPPO 
LEPETIT ON CHARGES OF FOREIGN EXCHANGE CONTROL VIOLATIONS. 

(LEPETIT WAS CHARGED WITH FAILING TO LIST FULL VALUE ON 
EXPORTS OF THEIR DRUG "RIFAMPYCIN ", SELLING IT AT DOUBLE THE 
VALUE ON EXPORT MARKETS, AND KEEPING SURPLUS FOREIGN EXCHANGE 
EARNINGS ABROAD -SEE REFTEL-). THE EXPECTED RELEASE OF THEIR 
EXECUTIVE ON APRIL 6 WAS DENIED BY PROSECUTOR IN BRINDISI, 

WHICH TRIGGERED MEETING OF DOW USA BOARD AND TELEPHONE CALL FROM 
DOW USA TO AMBASSADOR. DOW EUROPE VICE PRESIDENT CHARLES DOSCHER 
AND OUTSIDE COUNSEL CORNELIUS POPE CALLED ON AMBASSADOR APRIL 7 TO 
SEEK HELP IN ARRANGING APPOINTMENT WITH PRIME MINISTER ANDREOTTI. 

IN VIEW OF AUTONOMY OF ITALIAN PROSECUTORS AND 

JUDGES IN SUCH CASES THE AMBASSADOR COUNSELED DOW EXECUTIVES TO 
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TO MAKE FIRST APPROACH TO MINISTRY OF FINANCE, WHICH HAS JURISDICTION 
OVER THE FINANCE POLICE WHOSE INVESTIGATION CAUSED ARREST OF 
LEPETIT OFFICIAL. DOW ACCEPTED THIS COUNSEL AND THE AMBASSADOR 
ARRANGED AN APPOINTMENT ON APRIL 12 FOR DOW EUROPE'S PRESIDENT 
BOYD WITH UNDERSECRETARY IN MINISTRY OF FINANCE GIUSEPPE AZZARO. 
LATTER WAS DEEMED MOST EFFECTIVE CHANNEL AT THIS STAGE, ESPECIALLY 
SINCE DOW OFFICIALS INDICATED WILLINGNESS TO PROVIDE DATA ON 
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PRODUCTION COSTS TO INVESTIGATORS, PROVIDED THIS WERE DONE WITH 
TECHNICAL EXPERTS CAPABLE OF DEALING WITH THE COMPLEX PRICING 
STRUCTURE. COMMENT: RELEASE OF PRODUCTION COSTS HAD BECOME KEY 
ISSUE ON RELEASE OF PRISONER, WITH BRINDISI PROSECUTOR DEMANDING 
A "SIMPLISTIC FIGURE" WHICH THE LEPETIT OFFICIAL WAS UNWILLING AND, 

INDEED, UNABLE TO PROVIDE. END COMMENT. 

3. CONSIDERING THAT THE EXECUTIVE IN QUESTION IS AN ITALIAN NATIO- 
NAL, EMPLOYED BY A COMPANY INCORPORATED IN ITALY -ALBEIT AMERICAN 
OWNED - THE EMBASSY TOOK THE POSITION THAT IT COULD NOT INTERVENE 
ON THE INDIVIDUAL'S BEHALF, BUT WOULD PROVIDE ASSISTANCE IN ARRANG- 
ING MEETINGS WITH HIGH LEVEL GOI OFFICIALS. MOREOVER, THERE WERE 
IMPLICATIONS FOR TREATMENT OF AMERICAN INVESTMENT IN ITALY WHICH 
JUSTIFIED SUCH ASSISTANCE. DOW'S COUNSEL AGREED WITH THIS POSITION 
AND EXPRESSED APPRECIATION FOR ACTION TAKEN BY THE AMBASSADOR. 
POSSIBLE HIGHER LEVEL CONTACT IS BEING HELD IN RESERVE. 

4. THE DOW REPRESENTATIVES OUTLINED DOW’S POSITION AS FOLLOWS. 

DOW IS PREPARED TO "OPEN ITS BOOKS" AND TO PROVIDE PRODUCTIONCOST 
DATA RELATING TO EXPORT PRICING FOR THE PRODUCT AT ISSUE. 

WHICH THE PROSECUTOR S OFFICE IS ENTITLED TO HAVE, BUT THERE IS 
NO "SIMPLE" FIGURE. AS THE PROSECUTOR SEEMS TO THINK.. INPUTS TO THE 
PRICING OF THE PRODUCT FROM RAW MATERIAL TO BULK EXPORT STAGE MUST 
BE ANALYZED BEFORE EXPERTS. THUS FAR. BRINDISI FINANCE POLICE HAVE 
ADDRESSED SUCH COSTS AT THE BRINDISI PLANT. COMPREHENSIVE COST 
DATA WOULD BE AVAILABLE ONLY AT THE MILAN AND EUROPEAN HEADQUARTERS. 
DOW, ACCORDING TO THEIR COUNSEL, WOULD BE PREPARED "TO GO TO OPEN 
COURT" ON THIS CASE. IN SHORT, DOW ASSERTS IT IS SELLING THE 
PRODUCT AT COMPETITIVE PRICES, AND HAS COMMITTED NO FOREIGN 
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EXCHANGE VIOLATIONS. 

4. MOREOVER, DOW IS TAKING A DIM VIEW AT THE MANNER IN WHICH THE 
ALLEGATIONS, ARREST, AND SUBSEQUENT PROCEEDINGS HAVE BEEN CARRIED 
OUT. THEIR ITALIAN SUBSIDIARY HAS BEEN BEREFT OF TOP MANAGEMENT 
(ONE ARRESTED, ANOTHER IN EXILE IN SWITZERLAND, A THIRD IN FEAR OF 
ARREST). IT CONSIDERS THIS CONSTITUTES HARRASSMENT DETRIMENTAL TO 
THE CONDUCT OF BUSINESS, AND CONTRARY TO UNDERSTANDINGS AS TO 
TREATMENT OF ITS CONSIDERABLE INVESTMENT IN ITALY. THUS, THEIR 
COUNSEL TOOK A POSITION AT SOME VARIANCE WITH THAT OF THE BOARD. 
NAMELY, THAT THE ISSUE 

IS TREATMENT OF INVESTMENT IN ITALY, NOT MERELY THE RELEASE OF 
THE INDIVIDUAL CONCERNED. 

5. COMMENT: THE PROCEDURES UNDER THE ITALIAN LAW RELATING TO 
ILLEGAL EXPORT OF CAPITAL, INDEED, GIVE TO PROSECUTORS AND JUDGES 
AUTHORITY BEYOND THE CONCEPT OF FAIR PLAY EXERCISED UNDER UNITED 
STATES LAW. HOWEVER, ACTIONS TAKEN IN THIS CASE APPEAR TO BE 
CONSONANT WITH ITALIAN LAW, AND SIMILAR TREATMENT HAS BEEN METED 
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OUT TO SOME OTHER ALLEGED VIOLATORS OF ITALIAN 

FOREIGN EXCHANGE LAWS. NONETHELESS, POLITICAL IMPLICATIONS OF 

DOW CASE-TYPIFIED BY FRONT-PAGE COVERAGE 

GIVEN TO ARREST BY PCI'S UNITA-AS WELL AS THOSE FOR FOREIGN 

INVESTMENT IN ITALY SHOULD NOT BE OVERLOOKED.GARDNER 
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